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Independent Auditors' Report

To the Board of Directors and Stockholder
of Orion Secunties (USA) Inc.

We have audited the accompanying statement of financial condition of Orion Securities (USA) Inc. (the
“Company”) as of March 31, 2004 and the related statements of operations, changes in stockholder’s
equity and cash flows for the vear then ended that vou are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in United States of
America. Those standards require that we plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures 1n the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion. '

In our opinion, such financial statements present fairly, in all material respects, the financial position of
Onon Securities (USA) Inc. at March 31, 2004 and the results of its operations and its cash flows for the
vear then ended in conformity with accounting principles generally accepted in the United States of
America.

-Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The supplementary schedules g and h listed in the accompanyving table of contents are presented
for purposes of additional analysis and are not a required part of the basic financial statements, but are
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934. The
schedules are the responsibility of the Company’s management. Such schedules have been subjected to
the auditing procedures applied in our audit of the basic financial statements and, in our opinion, are fairly
stated, in all material respects, when considered in relation to the basic financial statements. taken as a
whole.

Detorble & Tanke AL

Chartered Accountants

Toronto, Ontario
May 20, 2004

Member of
Deloitte Touche Tohmatsu
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ORION SECURITIES (USA) INC.
(a wholly-owned subsidiary of Orion Securities Inc.)
Statement of Financial Condition

March 31, 2004

ASSETS
Cash $2,368,328
Due from clients 1,941,337
Other assets 372,412
$4,682,077
LIABILITIES
Due to:
Parent - broker accounts $1,940,117
Parent - intercompany 347,931
Accounts payable and accrued liabilities 607,935
Income taxes payable 36,094
2,932,077
COMMITMENTS (Note 2)
STOCKHOLDER'S EQUITY
CAPITAL STOCK
Authorized
Unlimited common shares
Issued and outstanding
1,750,000 common shares 1,750,000
RETAINED EARNINGS -
1,750,000
$4,682,077

See accompanying notes to financial statements.
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ORION SECURITIES (USA) INC.

Notes to the Financial Statements and Schedule
March 31, 2004 :

ORGANIZATION AND NATURE OF OPERATIONS

Orion Securities (USA) Inc. (the “Companv”) is incorporated under the Business Corporations Act
(Ontario) and 1s a registered broker-dealer with the Securities and Exchange Commission and a member
of the National Association of Securities Dealers, Inc. in the United States. The Company, a wholly-
owned subsidiary of Orion Securities Inc. (the “Parent”), was incorporated on April 28, 1994 and
commenced operations in the 1996 fiscal vear. The Company changed its name from Yorkton Capital
Inc. to Orion Securities (USA) Inc. on June 25, 2003.

The Company engages in two activities. The Company provides brokerage services to institutional
clients that are located in the United States of America. The transactions are cleared through the facilities
of the Parent. The Company also engages in securities trading activity on behalf of the Parent, acting as
an agent for the Parent. As the Company is acting as an agent for the Parent the inventory associated with
the principal trading activity is not reflected in the Company’s accounts.

1.  SIGNIFICANT ACCOUNTING POLICIES

These financial statements are prepared in accordance with United States generally accepted
accounting principles, and reflect the following policies:

Securities transactions

Securities transactions are recorded on a trade date basis. Realized and unrealized gains and losses
are included in securities transactions revenues.

Customers’ securities transactions are reported on a settlement date basts.
Translation of foreign currency

The functional currency of the Company is the U.S. dollar. Accordingly, monetary assets and
liabilities of the Company that are denominated in foreign currencies are translated into U.S. dollars
at exchange rates prevailing at the balance sheet date. Transactions included in operations are
translated at the average rates for the vear. Exchange gains and losses resulting from the translation
of these amounts are reflected in the statement of income in the year in which they occurred.

Commissions and related expenses

Commissions with respect to customer trades are accrued on the settlement date basis, which does
not differ materially from the use of the trade date basis, and are included in current period income.
Related expenses, including clearance and costs charged by the Parent, are accrued to match
revenue recognition.

Underwriting

Underwriting and advisory revenue are recognized when eamed, which is typically on the closing
date.
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ORION SECURITIES (USA) INC.

Notes to the Financial Statements and Schedule
March 31, 2004

1. SIGNIFICANT ACCOUNTING POLICIES (continued)
Income raxes

The Company follows the asset and liability method of accounting for corporate income taxes.
Under the method, future tax assets and liabilities represent the cumulative amount of tax applicable
to temporary differences between the carrving amount of the assets and habilities, and their values
for tax purposes. Future tax assets and liabilities are measured using tax rates expected to apply to
taxable income in the vears in which those temporary differences are expected to be recovered or
settled. Changes in deferred income taxes related to a change in tax rates are recognized in income
in the period of the tax rate change.

Use of estimates

The preparation of financial statements in conformity with accounting principles generallv accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenue and expenses during the year.
Management believes that the estimates utilized in the preparation of the financial statements are
prudent and reasonable. Actual results could differ materially from those estimates.

2. COMMITMENTS

Leases

The minimum annual future lease commitments of the Company for its office premises under non-
cancellable operating leases expiring on February 28, 2006 are as follows:

2003 $ 68,639
2006 62,919
$ 131,558

Rental expense amounted to approximately $70,744 for the year ended March 31, 2004 and is
included in occupancy and equipment in the Statement of Operations.

Guarantees

The Company is a member of clearing houses. Under the membership agreements, members are
generally required to guarantee the performance of other members. Additionally, if a member
becomes unable to satisfy its obligations to the clearinghouse, other members would be required to
meet shortfalls. To mitigate these performance risks, clearing houses often require members to post
collateral as well as meet certain minimum financial standards. The Company’s maximum potential
liability under these arrangements cannot be quantified. However, the potential for the Company to
be required to make pavments under these arrangements is unlikely. Accordingly, no contingent
liability is recorded in the Statement of Financial Condition for these arrangements.
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ORION SECURITIES (USA) INC.

Notes to the Financial Statements and Schedule
March 31, 2004

2. COMMITMENTS (continued)
Regulatory Authorities

In the normal course of its business, the Company is subject to inquiries and audits by various
regulatory authorities. As a regulated entity, the Company may be subject to disciplinary actions as
a result of current or future examinations that could have a material adverse effect on the
Company’s financial position, results of operations or liquidity over and above any previously
accrued amounts.

3. RELATED PARTY TRANSACTIONS

Transactions with related parties are in the normal course of operations and are recorded at the
agreed upon exchange amount.

Included in commission expense are amounts paid to the Parent, as compensation for commission
revenue, in the amount of $3,077,230. Administrative expenses are paid to the Parent and include
the recovery of administrative and operational costs incurred by the Parent on the Company’s
behalf.

4. INCOME TAXES

The provision for income taxes relates to Canadian income taxes pavable for the Company. The
effective rate is higher than the statutory rate as a result of certain expenses being deductible for
accounting purposes but not for tax purposes.

5. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital Rule
(“Rule 15¢ 3-17’), which requires the maintenance of minimum net capital and requires that the ratio
of aggregate indebtedness to net capital, both as defined, shall not exceed 15 t0 1. At March 31,
2004, the Company had net capital of $1,377,588, which was $1,182.117 in excess of its required
net capital of $195,471. The Company’s ratio of aggregate indebtedness to net capital was 2.13 to
1.

6. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

In the normal course of its business, the Company’s customers’ activities involve the execution and
settlement of various securities transactions. These activities may expose the Company to the risk
of loss in the event customers, other brokers and dealers, banks, depositories or clearing
organizations are unable to fulfill contractual obligations. The Company monitors the credit
standing of counterparties with whom it conducts business on a periodic basis in order to control the
risks associated with these activities. In the event a customer fails to satisfy its obligations, the
Company may be required to purchase or sell securities at prevailing market prices in order to fulfill
the customer’s obligations.
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ORION SECURITIES (USA) INC.

Notes to the Financial Statements and Schedule
March 31, 2004 ‘

7.  CONCENTRATIONS OF CREDIT RISK

Performance of substantially all of the clearing and depositorv operations for the Company is the
responsibility of the Parent pursuant to an operating agreement. The Parent utilizes the services of
1ts carrying broker, to the extent necessary, to carry out these responsibilities. The agreement
provides that the Company is obligated to assume any exposure related to nonperformance by its
customers. The Parent, on behalf of the Company, reviews, as considered necessary, the credit
standing of the counterparties with which the Company conducts business. The Company’s
exposure to credit risk associated with the nonperformance by counterparties in fulfilling their
contractual obligations pursuant to securities transactions can be directly impacted by volatile
securities markets, credit markets and regulatory changes. Credit risk is the amount of accounting
loss the Company would incur if a counterparty failed to perform its obligations under contractual
terms.

8. FAIR VALUES OF FINANCIAL INSTRUMENTS

The fair values of cash, due from clients and due to Parent approximate their carryving values
because of the short-term nature of these items.
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